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petty trader. It is very rarely that he employs his capital in new
enterprises. A large part of the savings of the well-to-do agriculturist
is locked up in jewellery and hoards. Government officials and profes-
sional classes favour investment in land either by way of purchase or
mortgage, though the banking habit is growing very much faster in
the case of these classes than among agriculturists.
(ii) In the Presidency and commercial towns, the situation is
somewhat more satisfactory. There are better banking facilities and
greater readiness on the part of the people to invest savings in industrial
and commercial enterprises, and, generally speaking, a well-considered
and sound business proposition promoted by men of standing and
technical knowledge does not fail to attract the necessary capital. But
even here, difficulties are not altogether absent. The existing banking
system is too inelastic from the point of view of industrial finance.
The Imperial Bank is precluded from supplying long-term finance to
industries and extending loans against mortgage of immovable property
under the existing law which has remained unchanged in this respect
even after the establishment of the Reserve Bank of India in 1935.
Moreover, the Imperial Bank keeps a margin of 30 per cent or more
in extending loans against the security of liquid assets. Other banks
have followed this practice, which causes great inconvenience to indus-
trial concerns. The exchange banks carry on a lucrative business in
foreign exchange to which all their capital is devoted, and, moreover,
most of them are foreign in management and capital. This precludes
them from coming to the assistance of Indian industrial enterprises for
lack of the necessary contact with indigenous industries and knowledge
of Indian conditions; nor can they be expected to be very sympathetic
to the needs of industrial development in this country. The Indian
joint-stock banks have generally shown a tendency to adhere to orthodox
commercial banking resting on short-terrn finance,1 and the experiments
made by some of them (for example by the People's Bank of Lahore
which went into liquidation in 1913) in the opening years of the present
century to combine ordinary commercial banking with industrial bank-
ing proved a failure owing to the locking up of short-term deposits in
long-term business which it involved, and also to the mistake, which
was too commonly made by the banks, of sinking an excessive proportion
of their funds in a single industry.
Owing to the difficulties of industrial finance, many of the large
industrial concerns have at present to depend upon managing agents
for the supply of both block (initial) and working capital. The manag-
ing agents also * purchase large blocks of shares and debentures of the
mills controlled by them, and it is mainly on their credit that banks
1 See   Re-port   of   the   Central   Banking   Enquiry   Committee,   pars.   339-40,   also
P.   S.   Lokanathan,   Industrial   Organization  in  India,   ch.   v.